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Real gross domestic product (GDP)

Inthefirst quar ter of 2000, real GDPin creased at a5.4 per-
cent annual rate. Thiswasbelow theout sized 7.3 per centin
crease in the fourth quarter of 1999, but it exceeded the
av er agequar terly gain of 4.4 per centduring the last 4 years.
Thedow downreflecteddeteri orationinnetex portsaswell as
afallback ininventory invest ment andin Fed eral spending.
Thelat ter twocat egoriesgrew very rapidly inthefourth quar
ter of 1999inantici pationof possi bledisruptionsrelatingto
the Year 2000 (Y 2K) bug.

Although overal GDPgrowthslowed, domesticpur chases
otherthaninventoryinvestmentwereextraor di narily strongin
thefirstquarter of 2000. Domesticfi nal demandaccel er atedto
an 8.0 per cent an nual ratefrom 5.9 per cent inthefourth quac
ter of 1999. Per sonal consumptionex pendi turessurgedat an
8.3 per cent pace, the fast est quar terly rate since early 1983.
Growthinconsumer spending picked upmark edly inthelast 3
years, fu eled by rising in come and by the wealth ef fects of

stock mar ket gains. Busi nessfixed invest ment al so strength
enedinthefirst quar ter of 2000. It rebounded at a21.2 per cent

pace af ter grow ing just 2.9 per cent in the fourth quar ter of

1999. Deferred pur chases of com puter equip ment until af ter
the Y2K date change partly contributed to the investment

swing.

Thegrow ingfor eigntradedef i cit contin uedto drag onthe
economy inthefirst quar ter of 2000, subtracting 1.3 per cent

age points from real growth. This was more than in recent
quar ters but lessthan the drag in thefirst quar ter of 1999.

Inflation

Inflation has picked up this year. Energy prices have in -
creased sharply and arerespon si blefor much of theac cel er a-
tion. Core inflation, which excludes food and energy, il
remains relatively moderate. Rising compensation costs are
causing some concern, but continued productivity growth
should helpmini mizethe passthrough to prices.

Consumer pricesincreased at a4.3 per centannual rateduring
thefirst 4 months of 2000. Thiswasan ac cel er ation of about
1-1/2 per centagepoints from1999. Higher oil prices greatly
contributedtotherise. Pricesof petroleum-based energy prod-
uctshaverisen at an an nual rate of morethan 50 per cent af ter
jumpingby al most 30 per centin1999. Coreinflationaccel er-
ated to a 2.9 per cent an nual rate. That wasup one per cent age
point fromthe 1.9- per cent risein 1999, thesmall est yearly in-
crease since 1965. Food prices rose at a modest 1.5 percent
pace in 2000.

At the pro ducer level, the pat tern for fin ished goods prices
gener ally mir rored devel op mentsat thecon sumer level. Fin-
ished goods prices rose at a 5.4 percent pace in the first 4

The national accountsmeasuresof inflationaccel er atedin
the first quarter of 2000, mainly reflecting higher energy
prices. The GDPpriceindex movedupat a2.7 per cent an nual
rate com pared with 2.0 per cent in the fourth quar ter of 1999.
However, after ex cluding food and en ergy, the coreratein-
creasedjust 2.1 per cent. Thiswaslessthanthe2.2 per centrate
intheprevi ousquar ter.
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monthsof 2000, up from 2.9 per centin 1999. Coreinflationre-
mainsmod er ate, increasing at al.2 per cent an nual rate. This
fol lowsa0.9 per centrisein1999. Theincreaseinenergy prices
hasaccel er atedfromalittlemorethan 18 per centin 1999tojust
under 25 per centin 2000. Fur ther back intheproductionchain,
core prices for crude goods arerising at a slower rate than in
1999, but pricesfor coreinter medi ate goods picked up.

Hourly compensation in the nonfarm business sector in-
creasedat a4.2 per centannual rateinthefirst quar ter, littledif-
ferent from the 4.3 percent rise recorded for all of 1999.
Productivity growthslowedtoa2.4 per centannual rateduring
the first quar ter of 2000 af ter ahuge 6.9 per cent jump in the
fourth quar ter of 1999. Thisboostedtheincreaselastyearto 3.7
per cent. Asaresult, unitlabor costsmoved up at a1.8 per cent
an nual ratein the first quar ter of 2000 af ter in creasing by a
slight 0.6 per centin1999. Theemploy mentcostindex fortotal
compensation, a sep aratebut closely watched compensation
measure, jJumped by 1.4 per cent inthefirst quar ter, an an nual
rate of 5.4 per cent. Ben efit costsrose sharply.
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Employment and unemployment

Labor mar ketscontinueto grow at abrisk pace dur ing the

first 4 months of 2000. The un em ploy ment ratefell below 4
per cent for the first time in 30 years, but so far thereis only

mod est evi dencethat wagepressuremight bedevel oping.
Inrecent months, thetemporary hiring of employ eestocon-
duct the 2000 decennial censusdistorted there portedtotal
nonfarm payrollemployment growth. Excludingtemporary
census workers from the total nonfarm job increases of
458,000 in March and 340,000 in April would have trimmed
thetotalsto 341,000and 267,000, respectively. Thesearestill
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very strong re sults. So far in 2000, monthly job growth has av-
er aged 243,000, af ter adjust ment for censuswork ers. Thiswas

slightly stron ger thanthe 226,000 av er aged during all of 1999.
Job gains picked up in con struc tion, which was hel ped by fa-

vor ablewesather early in 2000. Em ploy ment hasbeen stablein

manufacturingandincreasedinmini ng af ter declinesfor both
in1999. Thelarge pri vate ser vice-producing sec tor had more

temperate increases this year than last. Monthly gains aver-

ed 185,000 dur ing the first 4 months of 2000, down from
203,000 av er aged dur ing all of 1999. Nonetheless, thistill

rep re sentsthelarg est source of job growth.
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Theecon omy continuestooper ateat avery highrateof la-
bor uti li zation. Unem ploy ment declinedfrom 4.1 per cent of

thelabor forcein February and Marchto 3.9 per centin April.

Thiswasthe low est rate since the sameread ing in Jan u ary
1970. The share of the working-age population employed
reached are cord-breaking 64.9 per centin April.

Wagegainsinnomi nal termshavere mained sur prisingly
low. Over the past 12 months, av er agehourly earningsof pro-
ductionand other nonsupervisorywork ersad vanced by only

Real disposable personal income
and consumer spending

Per sonal incomeroseat a6.3 per centannual rateinnomi nal
termsin thefirst quar ter of 2000. This ex tendsthe 6 per cent
growth pacefor theprior 4 years. Wagesand sal aries(thelarg
est source of per sonal in come) rose at asharp 7.7 per cent an
nual ratein thefirst quar ter, up from 6.5 per cent dur ing all of
1999. Incomefromdividendsandinter est also strength ened
somewhat rel ativeto 1999. Whilenomi nal incomegrowthre
mainedreasonably stable, growthof real disposable(af ter-tax)
per sonal incomeslowedinthefirst quar terto 3.2 per centatan
annual ratefrom 3.7 per centin 1999. Theslow downreflected
higherinflationinitemspur chased by con sum ersinthefirst
quarter, mainly resultingfromfaster growth in oil prices.

Real consumer spending surgedat an 8.3 per centannual rate

inthefirst quar ter of 2000, thelargest quar terly increasesince
1983. Thebig gest gainscontinuedto center inar easof discre-

tionary spending, suchasmotor vehi cles, fur ni tureandap pli

ances, recreational services, and clothing. Information on
retail salesin April sug geststhat spending flat tened out some
early inthe sec ond quar ter of 2000 af ter the out sized gain of

thefirst quar ter.

Thegreater increaseinspendingthanindisposableincome

pulled the per sonal sav ing rate down fur ther to _onl?; 0.7 per-
centinthefirst quar ter of 2000 from 1.8 per cent inthefourth

quar ter of 1999. Thelat estreadingisthelow estsincenegative
saving was recorded in 1933. The saving rate has declined
steadily from a re cent high of 8.7 per cent in 1992, pri mar ily
because of the grow ing “wealth ef fect” re sult ing from the
stock mar ket rise. In creasesin asset val uesarenot counted as
income in the national incomeand product accounts, from
which saving is cal culated, butnonetheless contributetothe
will ing nessof con sumersto spend.

Industrial production
and capacity utilization
Industrial productionin manufacturing, miningandutilities

continuesto pick upin2000. Dur ingthefirst 4 monthsof 2000,
production rose at a strong 7.9 percent annua rate. This

3.8percent. This represents a slowing from a 12-month in-
creaseof 4.4 per cent 2yearsago, anunusual devel opmentina
period of tight labor mar kets. Growth dur ing thefirst 4 months
of 2000 picked uptoa4.5 per cent annual rate. Thistrend could
bethefirst hint of accel er ation, al though devel op mentsover
suchashort period aresel domconclusive. Inreal terms, earn-
ingsroseby about 1/2 per cent during 1999, ex tendingtheprior
5years posi tivereadingsfor thestrongest per for mancesince
the early 1970s.

representsasharpim provement from4.7 per cent over the 12
monthsof 1999 and only 2.5 per cent dur ing 1998, whenthe ef
fectsof the Asiancri siscur tailed activity.

Manufacturing production, whichaccountsfor 88 per cent of
total industrial out put, hasin creased at an 8.3 per cent annual
rateso far in 2000 com pared to again of 5.2 per centduring all
of 1999. Thehigh-techindustriesof comput ers, semi-conduc
torsandcommuni cationsequi pment continuetobuoy growth,

with anannual rategain ap proaching 60 per cent thisyear. Ex
cludingthehigh-techcat egory, factory out putisadvancingat

only a2.8 per cent rate sofar dur ing 2000, but that isstill stror
ger thanthe 1.6 per cent risedur ing all of 1999. Productionin
theminingindustry (5-1/2 per cent of industrial out put) has
risenat a3.7 per cent pacein 2000, com pared to 1.4 per centin
1999. Output in mining had plunged by 7.0 percent during
1998, whenfall ing oil pricesresultedinsharply reduced activ
ity inoil and gasex traction.

Thecombi nationof substantial productiongainsandslower
capacity buildingresultedinahigher rateof industrial capac
ity uti li zationin 2000. In April, the uti li zation rate reached
82.1 per cent. Thiswasslightly abovethelong-run av er age of
82.0 per cent and the high est level since May 1998. De spitea
1.7 per cent age point ad vance over 1999, thisratestill remains
2.3per cent agepointsbelowitsex pansionhigh of 84.4 per cent
reachedin January 1995.

Nonfarm productivity and unit labor costs

Therehasheengrowingrecogni tionthat U.S. productivity
growth hasmoved to ahigher trend rateinre cent years, there
sultofinnovationsandinvest mentininfor mationtechnol ogy.
Nonfarmbusi nessproductiv ity (real out put per hour worked)
hasrisen at a 2.8 per cent an nua rate since the end of 1995.
That wasdou bletherate av er aged over the previ oustwo de
cades. Dur ing 1999, nonfarm productivity grew by aparticu
larly strong 3.6 per cent, including gainsat nearly a6.0 per cent
pacedur ing thefi nal two quar ters. Inthefirst quar ter of 2000,
growth mod er ated to astill strong 2.4 per cent an nual rate.

Hourly compensation costs in the nonfarmbusi nesssector
rose at a 4.2 per cent an nua ratein thefirst quar ter of 2000,
about thesameasav er agedin 1999. Unitlabor costs, whichre
flect the interaction of compensation and productivity,
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increased at a1.8 per cent an nual rateinthefirst quar ter af ter

rising by anar row 0.6 per centduringall of 1999. Recent very
low growth rates in unit labor costs have beenim por tantin

helpingtocontaininflationand hold growth of pricesof U.S.
out put to only 1.8 per cent over 1999.

Productivity inthemanufacturingsector continuestoregis-
terimpressivegains. Fac tory out put per hour soared at a6.9
per cent an nual rateinthefirst quar ter of 2000. Thismatched
thestrongrateof increasedur ingall of 1999. Hourly com pen
sationcostsinmanufacturingroseat a3.8 per cent paceinthe
firstquar ter. Becausethein creasein com pen sationwasmore
than off set by rapid pro duc tiv ity growth, unit labor costsin
manufacturingfell ata2.9 per cent paceinthefirst quar ter. The
dropextended a6-year decliningtrend, reducing factory unit
labor costsby atotal of 8.7 per cent.

Current account balance

The current account measures international trade in goods
and servicesaswell asthe net flow of investment income and
net unilateral transfers. The current account hasbeenin deficit
amost continuously since the early 1980s. In 1999, the
current account deficit reached a record $338.9 hillion,
representing an al-time high 3.7 percent share of nomina
GDP

Thedef i citwid ened sub stantially dur ingthe 1990spri mar -

ily becauseof deteri orationinthemer chandisetradebal ance.
.S. eco nomic growth out paced that of itsmajor trad ing part-

ners, causing im ports to grow much more rap idly than ex-

ports. Sharpdol lar sp preci ationfrom1995to 1998 and higher
pricesforimportedoil since1999 contributedtothewidening

tradegap. Themer chandisetradedef i cit doubledinthelast 5
yearsto $347.1 bil lionin 1999, arecord high. It contin ued to
in creasein thefirst quar ter of 2000.

Other major componentsof thecur rentaccount contributed
tothegrow ing def i cit. The sur pluson tradein ser vices nar-
rowedinthelast 2 years. Inad di tion, what had been aposi tive

Interest rates

TheFederd Reserve tightened monetary pol icy becauseof
con cernthat thefaster growthin demandthaninpotential sup-
ply could result in inflation. In 1999, the Federa Reserve
raised short-terminter estratesthreetimesby atotal of 75basis
points. Thisre versed the easing moves made in 1998 dur ing

the period of global fi nancial tur moil. Sofarin 2000, the Fed-
eral Reservein creased ratesthree moretimesby atotal of 100

basispoints (1 per cent age point). Thesix in creasesraised the

key Fed eral fundstar get rate (the rate that banks charge each
other for over night loans) from 4.75 per cent to 6.50 per cent.

bal anceoninvest mentin comeshiftedto aneg ativein 1998
and 1999. Large inflows of capitd into the United States
boosted pay mentsof earningsandinter esttofor eigners.
Thecurrentaccount defi citismatchedby off settingtransac
tionsinthefi nancial and capi tal accounts, plusastatisti cal dis
crepancy. The financial account recorded a net inflow of
$378.2bil lionin 1999 asin flowsfor for eign-owned assetsin
theUnited Statesfar ex ceeded out flowsfor U.S.-owned assets
abroad. Netinflowsof foreigndi rectinvest mentandof pri vate
securities,includingequities, jumpedsharply.

Exchange rate of the dollar
Since 1995, the ex change rate of the dol lar against a broad
indexof importantU.S.tradingpartners' cur renciesincreased

mark edly aseco nomic growthinthiscountry out paced that of
most of theU.S.’ strad ing part ners. Af ter somevol atil ity in

1998, theex changeratelev eled outin 1999 beforerisingagain
sinceOctober. Thedol lar appreci ated by 1.9per centfromOc
to ber through April against the broad in dex of cur rencies.

All of theap preci ationwasagainst themayjor cur ren ciesof
the most important U.S. trading partners. These currencies
con sist of the euro plusthose of other major part nerssuch as
Canada, Japan andtheUnited Kingdom. SinceOctober 1999,
the dol lar hasin creased by 4.8 per cent against that nar row
rangeof major currencies. Incontrast, thedol lar remainsrel a
tively steady against the currencies of other importantU.S.
tradingpartners.

Theper for manceof thedol |ar against theag gregateindex of
major cur renciesmasks divergentpatternsamongindi vidual
currencies. Thedol lar ap preci ated steadily by more than 13
per cent from Oc to ber through April against theeuro. Theex
change rate against the yen was more vol atile. Sinceits most
re cent peak in Au gust 1998, the ex change rate of the dol lar
against theyenfell by al most 30 per cent through De cem ber
1999, then im proved by 3 per cent from De cem ber through
April. Theyenstrength enedin 1999 amid ex pectationsthat a
recovery inthe Jap aneseecon omy wasimmi nent. Inaddi tion,
strong foreign inter estin Jap aneseeq ui tieshel ped aug ment
theyen’'srise.

Thediscount rate (theratethe Fed eral Re serve charges banks
for short-term funds) was raised from 4.50 per cent to 6.0 per-
cent. The mar ket in ter est rate for the 3-month Treasury hill,
which usu ally cen ters on the level of the dis count rate, was
about 6.2 per centin mid-May.

Rates on long-term Treasury securitiesincreased through

1999 and in early 2000 as eco nomic growth con tin ued to ex-
pand at arapid pace. Theinter est rateonthe 10-year Treasury

note rose from about 4.7 per cent at the end of 1998 to over 6.6

per cent in early 2000. The rate on the 30-year Trea sury bond
rosefrom 5.1 per cent to 6.6 per cent over that period. In 2000,
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long-term yields eased as the price of securities rose. The
higher priceslargely reflected con cern that buybacksand re -
duced new long-termdebt issuanceby the Treasury becauseof
growingbudget sur pluseswouldshrinktheTreasury securi ties
sup ply. In May, yields moved up again.

Short-term Interest Rates

Mortgageinter estrates, whichfol lowthepatternof theinter-
est rate onthe 10-year Treasury note, also havein creased since
1998. The inter est rate on acon ven tional 30-year fixed rate
loanrosefroma30-year low of 6.7 per centin Octo ber 1998to
8.2 per centin April 2000. Risingmort gageinter est rateshave
dampenedhousingactivity.

Long-termInterestRates

(Percent) (Rercent)
7.0 70
6.5 J
65 30-yearbond
6.0 60
5.5 1
. 55
5.0
50
4.5 1 VoA
L i 45
404 g \ Discount rate
) . 10-yea note
3-month Treasury bills 40
3.5 1998 | 1999 2000 : 1998 | 1999 [ 2000
H HE HE §E §E E E BE E BE B B B B B B B B B B B B B B BB
Housing of 1.73mil lion. All of that in crease wasfor multi-family con-

Activity in the housing mar ket has dowed abit be cause of
risng mort gageinter est rates, but it remainsat afairly high
level. Rapid gainsin em ploy ment and in comeand thewealth
ef fectsof rising stock priceshave continuedto sup port strong
demandfor housing despitethein creasein mort gagecosts.

Sdes of new single-family homes posted a new re cord of
904,000in 1999. Thiswasonly about 2 per cent higher thanin
1998 when new homesalesroseby al most 10 per cent. Resales
of existinghomesal soreachedanew recordin1999, climbing
4.5 percent above the 1998 totd to 5.2 million. New home
salesaccel er atedinthefirst quar ter of 2000, partly dueto un.-
seasonably mildweather.

Growthinsalesof both new and ex istinghomesover the past

sev eral yearshasledtoadramaticin creaseirhomeownership
Sincethebeginning of 1993, thenum ber of new homeowners

has grown by a most 9 mil lion. The homeownership raterose
to67.1 per centinthefirst quarter of 2000, anall-timerecord.
Construction of new housing unitsmovedupto 1.67 mil lion

in 1999. Thiswasthe high est an nual to tal since1986. Starts of
single-family homesroseby 5 per cent to a21-year peak, while

starts of multi-family units declined dightly. Total housng
startsrosefur ther inthefirst quar ter of 2000 to an an nual rate

struction. Startsof new single-family homeseased dightly af-
ter alargejump in the fourth quar ter of 1999. Strength into tal
housing startsin 1999 and 2000translated into largein creases
inreal resi dential invest ment.

Federal budget

The Fed eral bud get isex pected to show amuch larger sur-
plusin fiscal 2000 than the $167 bil lion pro jected in the Ad-
ministration’s “Fiscal Year 2001 Budget” (released in
February). Fiscal 2000will mark thethird consecutiveyear of
Fed eral bud get sur plusaf ter 28 yearsof def i cits. Thesur plus
grew to $124 hillionin fiscal 1999 from $69 bil lioninfiscal
1998. Strong economic growth and passage of def i citreduc-
tionprogramsplacedthedef i cit onadownward courseaf terit
reached anall-timehighof $290bil lioninfiscal 1992. Thesur-
plusesareesti mated toreducetheamount of Fed eral debt held
by the pub lic by ato tal of $355 bil lion by the end of fisca
2000.

Since 1992, growth in Federal outlays has remained re-
strained whilestrong growthinjobs, incomeand capi tal gains
hasboosted re ceipts. Out laysin creased just 3.0 per centinfis
ca 1999 and dipped to 18.7 per centinrelationtoGDR the



low est ratein 25 years. Out lays are ex pected to grow some-
what faster in fis cal 2000 than last year but by much lessthan
receipts. Re ceiptswere pro jected to rise by about 7.0 per cent
thisyear com pared with 6.1 per centinfiscal 1999, but so far
thepacehasrisenevenhigher. Improvementin cor porateprof-

itsand strongincreasesinindi vid ual incomeand capi tal gains
havedriventheaccel er ationintax receiptsthisfiscal year.

Net national saving and investment

Net national saving averaged 7.3 percent of net national
product(NNP) in 1999, slightly below the 7.6 per cent for all of
1998. (Net sav ing and NNP excludedepreciation to replace
wornoutor ob solete equip ment, soft wareand struc turesused
in production.) The saving
rate for 1999 is still nearly
double the 3.9 percent

reached in 1993, the lowest
rate for any year since the

Net National Saving
(Saving as a percent of NNP)
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The"Fiscal Y ear 2001 Budget” forecastedthat sur pluseswill
continue. By di rectingthesur plusestoward continueddebtre
duction, firmingthelong-runsol vency of Socia Security and
Medicare, and mak ing in vest mentsto en hancetheeco nomic
ex pansion, the$3.6tril liondebt held by thepublicat theend of
fiscal 1999 could be com pletely paid off by 2013.

Pri vate sav ing declined from are cent high of 9.4 per cent of
NNPin 1992 to 5.2 per cent in 1999. A sharp fall in sav ing by
householdshasmorethan off setagainincor poratesaving. In
creased wealth gen er ated by asurging stock mar ketisanim
por tant fac tor in there duced de sire of house holdsto save out
of currentincome. In 1999, per sonal savingwasequiv alentto

only 1.9 per cent of NNP, down
from 7.4 percent in 1992.
Growthof cor porateprof its,on
the other hand, lifted net cor pa
rate sav ing from 2.2 per cent of

1930s. . ;
The swing in the Federal 15 e ng 9Pm 1992 to 3.3 percentin
budget from large deficits ~ & ’
into sur plushasmorethan ac 101 Netdomesticinvest ment (by
counted for the improve governmentand private indus
ment. Asaresult, thepublic 5 - / try in structures, equipment,
secto(;I moved from dissavin% - R . soé;\égref and inventcl)ry) iné
equivalent to 4.7 percent o = R ” cr rom a very low 5.
NNP in 1993 (and an even 0 " \jﬂ‘, JON . per cent of NNPin 1991 to 9.7
larger 5.4 per cent in 1992) to public — Y\ ! \ N per centin1999. A largepor tion
savingof 2.1percentin1999. 5 - Ic - N of thisinvest ment wasfi nanced
Despitetheprogress, net sav- from abroad, as U.S. net for-
ing still remainswell below eign investment swung from
the11.6 per cent of NN Pav er -10 0.3 per cent of NNPin 1991 to
agedinthe1950sand 1960s. 60 65 70 75 80 8 90 95 00 -3.9percentin1999.



